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CONTROL YOUR CREDIT BEFORE IT CONTROLS YOU
A Speech for CPAs to Deliver to General Audiences
#890561 
March 1991
Prepared By:The Communications Division 
American Institute of Certified Public Accountants 
1211 Avenue of the Americas. New York, NY 10036
How MANY PEOPLE IN THIS ROOM CAN HONESTLY SAY THEY ARE FREE 
FROM DEBT? I DON'T SEE MANY HANDS. UNFORTUNATELY, AS TOO MANY 
OF US KNOW, LIVING BEYOND ONE'S MEANS CAN EASILY BECOME A WAY 
OF LIFE —  THANKS TO THE CREDIT CARD.
The credit card —  one of the most important economic tools of 
OUR TIME —  IS LARGELY RESPONSIBLE FOR THE CHRONIC DEBT 
PROBLEMS WE FACE TODAY. TELEVISION COMMERCIALS TELL US THAT 
CARRYING ONE GIVES US INSTANT PRESTIGE, AND THAT WE SHOULD 
NEVER LEAVE HOME WITHOUT IT. AND WE ARE LISTENING!
The credit card is a standard item in the wallet of the 
American consumer. According to research conducted by the Bank 
Marketing Association, over 60 million U.S. households possess 
BANK CARDS AND 12 MILLION HOLD THREE OR MORE CARDS. 
Additionally, credit cardholders charge approximately $280 a 
MONTH AND MAKE AN AVERAGE OF FOUR TRANSACTIONS IN ONE MONTH.
IF YOU ARE AMONG THE MILLIONS OF AMERICANS WHO SPEND 
CONSIDERABLY MORE THAN THEY MAKE, ISN'T IT HIGH TIME YOU KICKED 
THE CREDIT HABIT?
Today. I will give you some tips on how to use credit wisely. 
What's more. I  will provide you with basic information you 
should consider when choosing a credit card. Next, I will 
DISCUSS HOW TO AVOID BEING VICTIMIZED BY CREDIT CARD FRAUD. 
Last, but perhaps most important, I  will describe how you can 
START REDUCING YOUR DEBT. DON'T WORRY ABOUT TAKING NOTES. AT 
THE END OF MY PRESENTATION, I 'L L  DISTRIBUTE A BROCHURE WHICH 
SUMMARIZES MOST OF THE POINTS INCLUDED IN MY SPEECH.
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First, it is important to distinguish between getting into debt 
FOOLISHLY AND USING CREDIT WISELY. IN TIMES OF ECONOMIC 
UNCERTAINTY, BORROWING MONEY TO GO ON A CRUISE, BUY A NEW 
SPORTS CAR, OR A $10,000 STEREO SYSTEM MAKES LITTLE SENSE. 
What's more, the fact that interest on personal debt is no 
LONGER DEDUCTIBLE AS OF JANUARY 1, 1991, SHOULD MAKE YOU THINK 
TWICE BEFORE COMMITTING TO A DEBT AGREEMENT.
On the other hand, borrowing money to increase the value of 
YOUR ASSETS IS A DIFFERENT STORY. FOR EXAMPLE, TAKING OUT A 
MORTGAGE FOR A HOUSE IS GENERALLY A WISE USE OF CREDIT, 
ESPECIALLY IF YOU PLAN TO HOLD ONTO THE PROPERTY FOR SEVERAL 
YEARS. AS LONG AS YOU'RE FOLLOWING A BUDGET AND YOU CAN AFFORD 
MONTHLY MORTGAGE PAYMENTS, IT WILL USUALLY PAY OFF IN THE LONG 
RUN.
SIMILARLY, A CREDIT CARD CAN BE A GREAT CONVENIENCE AS LONG AS 
YOU CONTROL THE CARD AND DON'T LET THE CARD CONTROL YOU. FOR 
INSTANCE. YOU DON'T HAVE TO CARRY AROUND LARGE AMOUNTS OF CASH. 
OR PASS UP A GOOD DEAL BECAUSE YOU DON'T HAVE ENOUGH MONEY.
IT'S ALSO TRUE THAT OWNING A CREDIT CARD IS IMPORTANT IN 
ESTABLISHING YOUR CREDIT HISTORY. BY PAYING CREDIT CARD BILLS 
IN FULL AND ON TIME, YOU WILL BEGIN TO BUILD A SOUND CREDIT 
HISTORY. WHICH IS ESSENTIAL FOR ACHIEVING FINANCIAL FREEDOM.
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Let's concentrate on some of the factors you should consider 
BEFORE CHOOSING A CREDIT CARD. ONLY WHEN YOU KNOW AND 
UNDERSTAND THE TERMS OF THE CARD. CAN YOU SELECT ONE THAT SUITS 
YOUR NEEDS.
The first thing you need to know is: what is the annual 
PERCENTAGE RATE, OR WHAT'S KNOWN AS THE APR. THE APR IS THE 
RATE OF INTEREST A CREDITOR CHARGES ON YOUR CREDIT CARD 
BALANCE. These rates vary considerably, anywhere FROM 12 
PERCENT TO 21 PERCENT. IT'S BEST TO SHOP AROUND TO COMPARE 
RATES AND FEES.
Ask yourself how you will be using the card. If you plan to 
PAY YOUR BILL IN FULL, TRY TO DEAL WITH A FINANCIAL INSTITUTION 
THAT HAS AN INTEREST-FREE GRACE PERIOD. THIS IS THE TIME 
PERIOD AFTER A PURCHASE IS MADE AND BEFORE A FINANCE CHARGE IS 
IMPOSED. Some credit card companies start charging INTEREST AS 
SOON AS AN ITEM IS POSTED TO YOUR ACCOUNT. IF IT GETS POSTED 
ON THE FIRST DAY, YOU WILL BE CHARGED FOR A FULL MONTH OF 
INTEREST BEFORE YOU EVEN GET A CHANCE TO PAY YOUR BILL. YOUR 
BEST BET IS A CARD THAT ALLOWS AT LEAST A 25-DAY GRACE PERIOD. 
This way. you can pay your account in full each month without 
BEING CHARGED INTEREST, WHICH MEANS, IN EFFECT, YOU ARE 
ACTUALLY GETTING A FREE LOAN.
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YOU ALSO NEED TO CONSIDER ANNUAL FEES. GENERALLY, BANK CREDIT 
CARDS CHARGE ANYWHERE FROM $15 TO $50, OR MORE, FOR THE USE OF 
THEIR CARDS. ON OCCASION, YOU WILL FIND A CARD ADVERTISING "NO 
ANNUAL FEE." MAKE SURE THAT THE OFFER IS REAL. ONE GIMMICK TO 
WATCH FOR IS THE CARD WITH "NO ANNUAL FEE" THAT MYSTERIOUSLY 
CONVERTS TO AN ANNUAL-FEE CARD IN THE SECOND YEAR— WITHOUT THE 
ISSUER NOTIFYING THE CARDHOLDER IN ADVANCE.
Travel and entertainment cards often charge higher annual fees 
THAN MOST CREDIT CARDS. THEIR MAIN ADVANTAGE IS THAT NO 
INTEREST RATES ARE CHARGED ON THE CREDIT. HOWEVER, THESE CARDS 
DO REQUIRE THAT A PAYMENT BE MADE IN FULL, USUALLY WITHIN 30 
DAYS OF RECEIVING THE BILL.
Basically, if you plan to pay in monthly installments, you 
SHOULD LOOK FOR A CARD WITH A LOW MONTHLY FINANCE CHARGE. BUT, 
IT'S NOT AS SIMPLE AS THAT. YOU MUST ALSO BE AWARE OF THE 
METHOD THE CREDIT CARD COMPANY USES TO CALCULATE INTEREST AND 
HOW IT WORKS.
Some creditors base the interest charge on the amount you owe 
AFTER SUBTRACTING YOUR PAYMENT FROM THE PREVIOUS BALANCE. THIS 
IS CALLED THE "ADJUSTED-BALANCE METHOD" AND IS THE LEAST
EXPENSIVE ONE.
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Other creditors charge interest on your balance at the end of 
THE PREVIOUS MONTH. THIS IS CALLED THE "PREVIOUS-BALANCE 
METHOD" AND IS THE MOST COSTLY SINCE YOU RECEIVE NO CREDIT FOR 
PAYMENTS MADE DURING THE BILLING PERIOD. INSTEAD YOU ARE 
CHARGED INTEREST ON YOUR BALANCE AT THE END OF THE PREVIOUS 
MONTH.
Under a third method, the "average daily balance," creditors 
ADD YOUR BALANCE FOR EACH DAY IN THE BILLING PERIOD AND THEN 
DIVIDE BY THE NUMBER OF DAYS IN THE PERIOD. USING THIS METHOD, 
PURCHASES MADE DURING THE BILLING PERIOD MAY OR MAY NOT BE 
ADDED TO THE DAILY BALANCE.
AS A RESULT OF THE DIFFERENT METHODS FOR CALCULATING INTEREST. 
AN 18 PERCENT ANNUAL INTEREST RATE FROM ONE CARD ISSUER COULD 
ACTUALLY COST YOU MORE THAN ONE FROM ANOTHER CARD ISSUER AT THE 
SAME RATE. AND THE DIFFERENCE IN THE COST COULD BE SUBSTANTIAL
TO DEMONSTRATE, LET'S SAY YOUR FINANCE CHARGE IS 18 PERCENT. 
YOUR BALANCE AT THE END OF AUGUST WAS $500 AND YOU MAKE A 
PAYMENT OF $400 ON THE 15TH DAY OF SEPTEMBER. USING THE
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ADJUSTED-BALANCE METHOD, THE FINANCE CHARGE FOR SEPTEMBER IS 
$1.50. Using the average daily-balance method, your finance 
CHARGE WOULD BE $4.50. AND IF YOU WERE USING THE PREVIOUS 
BALANCE METHOD, THE FINANCE CHARGE WOULD SOAR TO $7.50. SO,
YOU COULD BE PAYING ANYWHERE FROM $1.50 TO $7.50 FOR THE SAME 
AMOUNT OF CREDIT, AT THE SAME ANNUAL PERCENTAGE RATE.
If you are only paying the minimum amount required for monthly 
PAYMENTS, YOU NEED TO PLAN YOUR BUDGET MORE CAREFULLY. PAYING 
OFF YOUR CREDIT CARD IN FULL EACH MONTH IS A BIG MONEY-SAVER. 
This seems obvious, but an amazing number of people don't 
REALIZE HOW FAST THEIR COSTS COMPOUND AS A RESULT OF EXORBITANT 
INTEREST RATES. THE LONGER IS TAKES FOR YOU TO PAY OFF THE 
BILL, THE MORE INTEREST YOU'LL BE PAYING. YOU COULD END UP 
PAYING MORE IN FINANCE CHARGES THAN THE ITEM YOU PURCHASED IS 
WORTH.
What's more, some credit cards have hidden costs that you 
SHOULD BE AWARE OF. CREDITORS MAY OFFER NO FEE CARDS OR LOW 
INTEREST CARDS, BUT START CHARGING INTEREST FROM THE DAY THE 
ITEM IS PURCHASED. OTHER CARD ISSUERS MAY ADVERTISE THAT THEY 
CHARGE NO ANNUAL FEES, BUT INSTEAD, THEY MAY CHARGE A 
TRANSACTION FEE EACH TIME THE CARD IS USED. ADDITIONALLY, YOU
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SHOULD BE ON THE LOOKOUT FOR UNREASONABLE LATE PAYMENT FEES, 
ELEVATED CASH-ADVANCE CHARGES, AND OVER-LIMIT PENALTIES. IN 
ANY CASE, BE SURE YOU REVIEW ALL CREDIT-CARD PROMOTIONAL 
MATERIALS CLOSELY —  USING A MAGNIFYING GLASS, IF POSSIBLE.
Besides choosing the card that is right for you, you should 
ALSO GIVE CAREFUL CONSIDERATION TO PROTECTING YOURSELF FROM 
CREDIT CARD THEFT AND FRAUD. WITH THE POPULARITY OF CREDIT 
CARDS INCREASING EACH YEAR. THE INCIDENCE OF CREDIT CARD THEFT 
AND FRAUD INCREASES PROPORTIONATELY. WHY IS IT SO POPULAR? 
Simply because it isn't terribly hard to pull off. Con artists 
CAN OBTAIN YOUR CREDIT CARD NUMBERS FROM A VARIETY OF SOURCES. 
I'M SURE THAT MANY OF YOU HAVE YOUR OWN HORROR STORIES OF 
MISPLACED OR STOLEN CARDS.
There is no sure way to keep a crook from getting your name and 
CHARGE ACCOUNT NUMBER BECAUSE THE AVERAGE CARD IS USED HUNDREDS 
OF TIME A YEAR, EITHER FOR CHARGES OR FOR IDENTIFICATION 
purposes. Each time, a paper trail is left behind. But there 
ARE A FEW WAYS TO MINIMIZE CHANCES OF FRAUD ARTISTS USING YOUR 
ACCOUNT.
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First, be sure that you take your carbon papers from the 
MULTILAYERED INVOICE AND TEAR THEM UP. THESE CARBONS, OFTEN 
FOUND IN THE TRASH, ARE AS GOOD TO A COUNTERFEITER AS HAVING 
YOUR ACTUAL CREDIT CARD.
Second, keep an eye on your card when you give it to sales 
PEOPLE. BE CERTAIN THEY USE IT FOR YOUR TRANSACTION ONLY, AND 
THEN BE SURE TO CHECK THAT THE CARD YOU RECEIVE BACK IS YOURS.
A DISHONEST EMPLOYEE CAN EASILY SLIP YOU A STOLEN OR EXPIRED 
CARD.
Third, never give out your account number unless you are 
ACTUALLY MAKING A PURCHASE. DON'T BELIEVE THAT A PHONE OR A 
MAIL SOLICITOR NEEDS YOUR NUMBER SIMPLY TO QUALIFY YOU FOR A 
MAILING, A CONTEST OR A PRIZE. UNLESS YOU INITIATED THE CALL, 
DON'T GIVE YOUR CARD NUMBER TO ANYONE ON THE PHONE.
Fourth, examine your monthly bill carefully, a surprising 
NUMBER OF HEAVY CARD USERS UNWITTINGLY PAY CHARGES THEY HAVEN'T 
EVEN AUTHORIZED. KEEP YOUR RECEIPTS AFTER YOU MAKE ANY NEW 
CHARGES AND COMPARE THEM TO YOUR MONTHLY STATEMENT. IF YOU 
FIND ANY INCORRECT CHARGES ON YOUR STATEMENT, NOTIFY YOUR CARD 
ISSUER PROMPTLY IN WRITING.
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Fifth, if your card is stolen, inform the issuer immediately. 
Most card issuers have toll-free telephone numbers for this 
purpose. Be sure to keep a well-hidden list of account numbers 
AND PHONE NUMBERS AT HOME SO YOU CAN EASILY NOTIFY YOUR CARD 
ISSUER OF A LOST OR STOLEN CARD.
federal law limits your liability for unauthorized charges to 
$50.00 PER CREDIT CARD. BUT YOU DON'T HAVE TO PAY FOR ANY 
CHARGES MADE AFTER NOTIFYING CARD COMPANIES OF YOUR LOSS.
After calling, follow up with a telegram or a registered letter
also, keep in mind that it is illegal for anyone to send you an 
UNSOLICITED CREDIT CARD IN THE MAIL. IF YOU DO GET ONE AND 
DON'T WANT TO USE IT, FEEL FREE TO DESTROY IT.
Additionally, I want to remind you that you may refuse to pay 
FOR UNSATISFACTORY GOODS OR SERVICES OBTAINED ON A DEPARTMENT 
STORE CREDIT CARD, BUT YOU MUST ATTEMPT TO SOLVE THE PROBLEM 
DIRECTLY WITH THE MERCHANT FIRST. YOU MAY ALSO REFUSE TO PAY 
FOR DEFECTIVE GOODS OR SERVICES ON A BANK OR TRAVEL AND 
ENTERTAINMENT CARD. HOWEVER, THE AMOUNT OF THE PURCHASE MUST 
BE OVER $50.00 AND THE PURCHASE MUST BE MADE IN YOUR HOME STATE 
OR WITHIN 100 MILES OF YOUR HOME. BE AWARE THAT ALL CASES ARE 
DIFFERENT AND FAILURE TO PAY MAY CAUSE THE MERCHANT TO REFER 
THE MATTER TO A COLLECTION AGENCY WHICH COULD BECOME PART OF 
YOUR CREDIT HISTORY.
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In addition to building a sound credit history, you must focus 
ON YOUR CURRENT DEBT SITUATION BEFORE YOU CAN ENJOY FINANCIAL 
FREEDOM. ARE YOU OVEREXTENDING YOURSELF? IF SO, IT'S TIME TO 
START REDUCING YOUR DEBT. IN ORDER TO DO THIS YOU NEED AN 
ACCURATE PICTURE OF HOW YOU SPEND MONEY. TRACKING YOUR 
SPENDING IS ESPECIALLY IMPORTANT IF YOU LIVE FROM PAYCHECK TO 
PAYCHECK. AND, FROM TIME TO TIME. MANY OF US DO JUST THAT.
After tracking your spending for three months, patterns will 
BEGIN TO EMERGE. FOR INSTANCE, ARE YOU SPENDING MORE THAN YOU 
NEED ON CLOTHING, ENTERTAINMENT, GIFTS AND OTHER LUXURY ITEMS? 
DO YOU FIND YOURSELF CHARGING ITEMS TO CONSOLE YOURSELF WHEN 
YOU'RE DEPRESSED OR TO REWARD YOURSELF WHEN YOU FEEL YOU 
DESERVE IT? HOW MUCH OF YOUR HARD-EARNED CASH IS GOING TOWARD 
CREDIT PAYMENTS? ONLY WHEN YOU ARE AWARE OF YOUR NEGATIVE 
SPENDING HABITS CAN YOU BEGIN TO ALTER THEM.
SOME CREDIT CARD ISSUERS WILL SEND YOU AN ANNUAL STATEMENT 
WHICH SUMMARIZES YOUR TRANSACTIONS BY CATEGORY. IF YOU RECEIVE 
SUCH A STATEMENT AND FIND THAT YOU SPENT THOUSANDS OF DOLLARS 
IN ONE CLOTHING STORE. IT MIGHT BE TIME FOR YOU TO RE-EVALUATE 
YOUR PRIORITIES.
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Once you know exactly where your money is going, you can 
CONCENTRATE ON IMPLEMENTING A PLAN TO REDUCE YOUR DEBT. THIS 
REQUIRES SETTING DEFINABLE GOALS. FOR INSTANCE, ASK YOURSELF 
HOW MUCH DEBT YOU WOULD LIKE TO PAY OFF WITHIN A CERTAIN TIME. 
Then establish guidelines for yourself that will help you 
ACHIEVE THIS GOAL. LIVE BY THESE RULES AND YOU WILL FIND 
YOURSELF MANAGING DEBT MUCH MORE EFFICIENTLY. HERE ARE SOME 
SUGGESTIONS YOU MAY WANT TO INCORPORATE INTO YOUR OWN DEBT
MANAGEMENT PLAN.
•  ONE -  USE CREDIT ONLY AS A LAST RESORT. INSTEAD OF BUYING 
SOMETHING ON CREDIT AND PAYING INTEREST CHARGES, SAVE FOR 
SOMETHING YOU WANT —  AND EARN INTEREST WHILE YOU'RE SAVING 
THE MONEY. FAR TOO MANY OF US GET IN OVER OUR HEADS BY 
COMMITTING OURSELVES TOO CASUALLY. AS A GENERAL RULE, 
WHENEVER YOU BORROW MONEY, THE OBJECTIVE SHOULD BE TO 
INCREASE THE VALUE OF YOUR ASSETS.
•  TWO -  Think your purchases through. Many people who are 
OVER THEIR HEADS IN DEBT ARE IMPULSIVE SHOPPERS. IF YOU 
FIND YOURSELF PURCHASING MANY EXPENSIVE ITEMS UNEXPECTEDLY, 
IT'S TIME FOR YOU TO PLAN ALL YOUR MAJOR PURCHASES AND 
RESOLVE TO SPEND MONEY ONLY ACCORDING TO YOUR PLAN.
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•  THREE -  Pay back what you owe now. It is absolutely 
CRUCIAL THAT YOU RAY FOR EXISTING PURCHASES BEFORE GOING 
INTO DEBT TO BUY NEW ITEMS. DON'T TAKE ON MORE DEBT UNTIL 
YOU PAY WHAT YOU ALREADY OWE OR YOU'LL FIND YOURSELF 
SINKING DEEPER AND DEEPER INTO DEBT.
• FOUR -  Don't borrow to pay off other debts. Pay off as 
MUCH DEBT AS YOU CAN AFFORD WITHOUT BORROWING. BORROWING 
MONEY TO PAY OFF CURRENT DEBTS ONLY SERVES TO INCREASE YOUR 
DEBT RATHER THAN REDUCE IT.
•  FIVE -  Leave yourself a margin of safety. According to 
CPAS, IF MORE THAN 15 TO 20 PERCENT OF YOUR AFTER-TAX 
INCOME IS SPENT ON CREDIT PAYMENTS— NOT COUNTING YOUR 
MONTHLY MORTGAGE OR RENT— IT'S TIME TO PUT YOURSELF ON A 
STRINGENT DEBT MANAGEMENT PLAN. RESOLVE NOT TO USE YOUR 
CREDIT CARD AND MAKE SURE YOU ALLOCATE A SET AMOUNT EVERY 
MONTH FOR DEBT REDUCTION.
One last point. Potential lenders will check your credit 
REPORT BEFORE THEY GRANT YOU CREDIT. IF YOUR HISTORY INCLUDES 
ANY NEGATIVE INFORMATION, YOUR APPLICATION WILL PROBABLY BE 
REJECTED. AND THAT INFORMATION REMAINS IN YOUR FILE FOR AS 
LONG AS SEVEN YEARS. YOU SHOULD REQUEST A COPY OF YOUR CREDIT 
REPORT PERIODICALLY.
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TO GET A COPY OF YOUR CREDIT HISTORY, TRY CALLING THE LOCAL 
BRANCH OF A CREDIT REPORTING FIRM. THERE IS A FEE FOR THIS 
SERVICE, UNLESS YOU HAVE BEEN TURNED DOWN FOR CREDIT IN THE 
LAST 30 DAYS —  IN WHICH CASE YOU CAN GET A COPY FREE. REVIEW 
THE REPORT CAREFULLY, CIRCLE ANYTHING THAT SEEMS WRONG AND 
RETURN IT TO THE CREDIT FIRM WHICH WILL INVESTIGATE YOUR 
INQUIRY.
In conclusion, there are two points I'd like to emphasize. 
First, a debt reduction plan is like any other plan. All it 
REQUIRES IS DEFINING THE PROBLEM, SETTING A GOAL, ESTABLISHING 
—  AND STICKING TO —  GUIDELINES TO HELP YOU ACHIEVE THAT 
goal. Secondly, if you want to stay out of debt, you must 
UNDERSTAND HOW CREDIT WORKS AND HOW IT SHOULD BE USED. 
Financial freedom may seem like a dream, but it can become a 
REALITY IF YOU KEEP THIS ADVICE IN MIND. NOW, I 'D  BE HAPPY TO 
TAKE ANY QUESTIONS YOU MIGHT HAVE.
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